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Pro  Forma  Financial  Position 
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NET  DEBT  (after  giving  effect  to  unfunded 

pension  liabilities  and  the  province's  share  of 

school  boards'  debt) 
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The  Alberta  Financial  Review  Commission 


On  January  21,  1993,  Provincial  Treasurer  Jim  Dinning  announced  the 
appointment  of  a  nine-member  commission  made  up  of  key  Alberta 
business  executives  and  financial  experts  to  begin  immediately  to  review 
the  government's  financial  position  and  reporting  procedures. 

Marshall  Williams,  Director  and  past  Chairman  of  the  Board  of  Trans Alta 
Utilities,  was  named  chair  of  the  Alberta  Financial  Review  Commission. 
Three  public  members  and  senior  partners  from  five  chartered  accountant 
firms  were  named  to  the  Commission. 

The  Commission  was  given  the  authority  and  responsibility  to  inquire  into 
and  report  on  the  following  by  March  31,  1993: 

•  The  appropriateness  of  the  accounting  principles  used  to  prepare  the 
province's  financial  statements  and  methods  to  improve  the  usefulness, 
clarity  and  timeliness  of  the  financial  reports. 

•  The  financial  position  of  the  province  as  at  March  31,  1992  and 
forecasts  of  provincial  revenue,  expenditure,  deficit  and  debt  for  1992- 
93  and  1993-94,  based  on  current  programs. 

The  review  was  also  to  include,  but  not  be  limited  to,  the  following  areas: 

•  all  government  owned  and  controlled  corporations,  funds  and  agencies, 
including  the  Alberta  Heritage  Savings  Trust  Fund; 

•  loans,  investments,  guarantees  and  indemnities; 

•  provisions  for  material  losses  for  the  above  and  any  other  provincial 
asset  or  liability; 

•  the  measurement  and  reporting  of  provincial  revenue,  expenditure, 
annual  deficit  and  debt; 

•  any  other  provincial  revenue,  expenditure,  asset  or  liability  the 
Commission  may  consider  necessary;  and 

•  any  other  matter  the  Commission  may  deem  relevant,  as  a  result  of 
information  coming  to  its  attention. 


The  Nature  of  this  Report 

The  Alberta  Financial  Review  Commission  was  established  by  the 
Provincial  Treasurer,  the  Honorable  Jim  Dinning,  to  inquire  into  the 
current  financial  position  of  the  province  and  to  make  recommendations  as 
to  what  actions  should  be  taken  to  improve  the  province's  management  and 
reporting  systems,  so  that  they  more  clearly  communicate  the  province's 
financial  situation  to  its  citizens. 
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In  establishing  the  Commission,  the  Minister  made  it  quite  clear  that  our 
responsibility  was  to  report  directly  to  all  Albertans,  and  not  to  him  or  the 
government.  He  directed  that  officials  of  all  government  departments, 
agencies  and  funds  should  make  available  to  the  Commission  any 
information  we  required  to  carry  out  the  review  in  accordance  with  our 
terms  of  reference. 

In  the  Commission's  restricted  time  frame  of  slightly  more  than  two 
months,  there  was  only  time  to  conduct  a  general  overview  of  the 
province's  financial  situation.  No  audit  work  was  carried  out  and 
information  requested  and  received  from  government  sources  was 
accepted  and  relied  on.  The  Commission  expresses  no  opinion  on,  and 
makes  no  representation  with  respect  to,  the  accuracy  and  completeness  of 
the  information  that  it  has  accepted  and  relied  on.  This  report  is  not 
intended  to  be,  nor  should  it  be  construed  or  relied  on  as  advice  with 
respect  to  investment  strategies  either  by  the  province  or  others. 

The  prompt  and  helpful  response  to  our  questions  by  government  officials 
greatly  assisted  our  work.  The  Commission  would  like  to  express  its 
appreciation  to  the  Deputy  Provincial  Treasurers,  the  administrative 
officials  of  the  province  and  the  Auditor  General,  who  provided  the 
required  information. 

The  Commission  also  solicited  input  from  the  public  and  consulted  with 
other  knowledgeable  professionals. 

The  Commission's  report  does  not  review  in  detail  the  history  of  the 
province's  financial  situation.  Neither  does  it  propose  solutions  to 
eliminate  the  province's  annual  deficit  and  net  debt.  These  matters  were 
considered  to  be  beyond  the  Commission's  terms  of  reference. 

However,  the  nature  of  our  investigations  and  the  process  which  was 
followed  naturally  led  the  Commission  to  suggest  a  number  of  changes  to 
the  government's  management  and  financial  systems  which  are  needed  if 
we  are  to  address  successfully  the  current  serious  financial  position  of  the 
province. 

It  must  be  recognized  that  many  of  the  present  systems  were  designed  to 
serve  the  province  during  an  era  of  abundance,  and  that  the  current  times 
of  economic  difficulty  necessitate  major  changes.  It  appears  to  the 
Commission  that  there  are  many  positive  aspects  of  the  current  systems 
which  the  Commission  has  not  commented  on  in  this  report.  There  are 
many  strengths,  including  professional  competence  and  dedication  of 
government  officers,  a  good  cash  management  system  and  a  number  of 
well-managed  individual  departments,  agencies  and  funds. 

The  views  expressed  in  this  report  are  those  of  the  Commission. 

The  Cormnission  hopes  that  this  report  will  help  the  government  and 
Albertans  address  successfully  the  serious  financial  situation  faced  by  all 
Albertans. 
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The  Need  for  Albertans  to  Support  Change  is  Urgent 


If  the  province's  financial  problems  are  to  be  resolved,  it  will  only  be  as  a 
result  of  Albertans  first  recognizing  and  understanding  them,  and  then 
supporting  government's  efforts  to  address  them.  This  report  is  designed  to 
contribute  to  that  process. 

Following  is  a  summary  of  the  issues  which  must  be  addressed: 


7.  The  annual  deficit  is  serious  and  it  is  getting  worse 

The  province  is  spending  more  than  it  can  afford,  has  done  so  every  year 
for  the  last  eight  years,  and  the  rate  of  overspending  is  increasing. 

The  latest  forecast  obtained  from  Alberta  Treasury  shows  that  our 
overspending  for  the  year  ending  March  31,  1993  ~  the  annual 
consolidated  deficit  ~  will  be  $3,170  million.  It  would  be  even  higher  if 
more  conservative  approaches  to  valuing  assets  were  used  and  if  the 
accounting  policies  recommended  in  this  report  were  adopted. 


Consolidated  Annual  Overspending  ($millions) 
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We  cannot  support  this 
level  of  spending 


Our  current  revenue  base  simply  cannot  support  our  current  spending 
programs.  The  projected  growth  in  the  economy  will  not  reverse  this 
condition,  nor  can  we  expect  revenues  from  oil  and  gas  to  increase 
sufficiently  in  the  short  term,  and  they  will  inevitably  decline  over  the 
longer  term.  Without  significant  changes,  expenditures  will  continue  to 
grow  at  a  faster  rate  than  revenues. 


We  have  spent 
our  savings 


Since  1985-86,  the  total  of  our  annual  deficits  has  exceeded  $17,000 
million.  Our  net  assets,  which  stood  at  $12,000  million  at  March  31,  1986, 
have  been  spent  and  we  have  a  net  debt  of  over  $5,000  million.  We  have 
effectively  used  up  all  the  savings  of  the  Heritage  Fund  and  more. 
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Projections  for  1993-94  indicate  that  the  deficit  will  be  higher  than 
forecast  for  1992-93  and  that  the  net  debt  will  exceed  $8,500  million,  as  at 
March  31,  1994,  unless  we  take  action. 


Net  assets  /  net  debt  (Smillions) 
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We  can  continue  to  borrow  as  long  as  lenders  have  confidence  that  we  can 
repay,  perhaps  through  higher  taxes.  However,  as  our  debt  grows,  that 
confidence  will  decline,  eventually  to  a  point  where  lenders  may  decide 
that  our  economic  prospects  cannot  support  further  borrowing. 
Furthermore,  as  lenders'  confidence  declines,  we  will  be  charged  higher 
interest  rates.  Ultimately,  every  dollar  we  overspend  now  could  cost  our 
children  two  dollars  in  only  10  years  time,  and  three  dollars  in  15  years. 

Allowing  the  debt  to  increase  will  eventually  lead  to  budget  cuts  that  will 
impair  our  ability  to  maintain  programs  that  Albertans  believe  are 
necessary,  programs  such  as  health  care,  social  services  and  education.  In 
addition,  our  ability  to  maintain  and  repair  our  current  transportation 
network  and  infrastructure  will  also  be  impaired. 

We  must  act  now  We  must  adopt  a  plan  to  eliminate  annual  deficits  completely.  Just 

reducing  the  annual  deficit  is  not  enough,  since  that  only  reduces  the  rate 
at  which  the  level  of  our  debt  is  growing.  Eliminating  the  deficit  cannot 
happen  overnight  ~  there  are  no  quick  fixes  possible.  However,  every 
moment  we  delay  increases  the  amount  of  debt  and  makes  the  solution 
more  painful,  as  more  and  more  of  our  income  will  be  needed  to  pay 
interest. 


Can 't  we  just  go  on 
borrowing? 


2.  Accounting  and  reporting  must  be  improved 

It  is  difficult  for  Albertans  to  understand  the  province's  financial  situation 
from  the  information  currently  provided  by  the  government.  The 
information  needs  to  be  more  comprehensive  and  more  timely. 
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Understanding  the  Terms  Used 


To  understand  the  financial  position  of  the  province,  readers  need  to 
understand  certain  basic  terms  and  concepts.  Frequently,  different 
meanings  given  to  terms  commonly  used  -  and  misused  ~  in  describing 
the  province's  financial  position  lead  to  misconceptions  and  dispute. 

Here  are  some  terms  used  in  this  report  and  how  they  are  defined. 


Deficit 


Provincial  debt 


Net  debt 


"Deficit"  is  a  term  that  is  commonly  misunderstood.  "Deficit"  means  the 
excess  of  expenditure  over  revenue  for  a  given  year.  In  this  report,  we 
sometimes  refer  to  the  annual  deficit  as  "overspending"  . 

"Provincial  debt"  refers  to  the  total  amount  outstanding  that  the  province 
has  borrowed  for  a  period  of  time  which  it  must  repay  to  third  parties. 

Amounts  borrowed  by  one  provincial  fund  or  agency  from  another  are  not 
part  of  the  provincial  debt,  for  example,  amounts  borrowed  by  the  General 
Revenue  Fund  from  the  Heritage  Savings  Trust  Fund, 

Provincial  debt  by  itself  is  not  a  fair  measure  of  the  financial  position  of 
the  province.  The  province  also  owns  financial  and  other  assets.  The 
proceeds  from  the  sale  of  any  of  these  assets  can  be  used  to  reduce  the 
provincial  debt,  so  that  movements  up  and  down  in  the  provincial  debt  are 
not  exclusively  tied  to  annual  overspending.  Of  more  significance  is  net 
debt. 


"Net  debt"  represents  the  excess  of  recorded  liabilities  over  recorded 
assets.  Annual  overspending  increases  net  debt  and  annual  surpluses 
decrease  net  debt. 


Structural  deficit 


Consolidated  Financial 
Statements 


A  structural  deficit  is  the  deficit  that  would  continue  to  occur  even  when 
the  economy  recovers.  To  correct  a  structural  deficit,  revenue  and  program 
spending  must  be  balanced  and  in  a  way  that  enables  them  to  grow  at  the 
same  rate  over  time.  A  solution  which  balances  revenue  with  expenditure 
without  matching  growth  rates  of  those  revenues  and  expenditures  on  a 
ongoing  basis  will  result  in  deficits  reappearing. 

The  easiest  way  to  understand  the  province's  whole  financial  picture  is  to 
examine  the  "consolidated"  financial  statements.  These  present  the  result 
of  putting  together  as  a  single  entity: 

•  the  revenues  and  expenditures,  assets  and  liabilities  of  government 
departments,  funds  and  agencies;  and 

•  the  net  results  of  operations  of  provincially-owned  commercial 
enterprises. 


Transactions  and  balances  between  provincial  departments,  funds  and 
agencies  are  eliminated. 


Budget  The  "budget"  or  "budget  estimates"  refer  to  anticipated  revenues  and 

expenditures  adopted  by  the  Legislature  as  the  financial  plan  for  a  given 
year. 


General  Revenue  Fund   The  budget  presented  to  the  Provincial  Legislature  each  year  in  the  Budget 
Address  is  that  of  the  General  Revenue  Fund,  which  is  also  referred  to  as 
'  •  : .  •  the  govemmQnt's  "budgetary  revenues  and  expenditures". 

This  contains  most  ~  but  not  all  -  provincial  revenues  and  expenditures.  It 
contains  the  revenues  and  expenditures  of  government  departments  and 
the  cost  of  providing  many  funds  and  agencies  with  financial  support.  It 
also  receives  income  from  other  agencies,  most  notably  the  Heritage 
Savings  Trust  Fund  and  the  Alberta  Liquor  Control  Board.  However,  it 
does  not  include: 


Forecast 


Projection 


Guarantees 
and  indemnities 


•  the  expenditures  of  the  Capital  Fund  and  the  Capital  Projects  Division 
of  the  Heritage  Savings  Trust  Fund; 

•  those  revenues  and  expenditures  of  regulated  funds  and  agencies 
which  do  not  flow  to  or  from  the  General  Revenue  Fund,  such  as  the 
Lottery  Fund;  and 

•  the  retained  profits  or  losses  of  provincially  owned  commercial 
enterprises.  :  v  ; 

A  "forecast"  is  the  latest  estimate  of  the  most  likely  outcome  for  the  fiscal 
year,  in  this  report,  the  year  April  1,  1992  to  March  31,  1993, 

A  "projection"  illustrates  the  effect  of  certain  assumptions  which  may  or 
may  not  occur.  Since  the  budget  for  the  1993-94  year  has  been  delayed, 
Alberta  Treasury  prepared  two  projections  for  the  Commission's  use,  one 
assuming  flat  revenues,  the  other  a  growth  scenario,  both  assuming  no 
change  in  current  programs. 

Guarantees  given  by  the  province  with  respect  to  borrowing  by  others,  and 
indemnifications  against  the  risk  of  loss  do  not  form  part  of  the  provincial 
debt.  They  do  represent  a  risk  to  the  province.  If  and  when  it  is 
determined  that  the  province  will  likely  be  called  upon  to  make  payments 
under  a  guarantee  or  indemnity,  the  amount  becomes  a  liability  and  is 
added  to  the  net  debt  and  to  the  expenditures  for  the  year. 


GAAP  Generally  Accepted  Accounting  Principles  (GAAP)  are  primarily  the 

accounting  recommendations  published  by  the  Canadian  Institute  of 
Chartered  Accountants  (CICA). 

PSAAC  The  Public  Sector  Accounting  and  Auditing  Committee  (PSAAC)  was 

established  in  1981  by  the  Canadian  Institute  of  Chartered  Accountants 
(CICA).  Its  members  include  government  chief  financial  officers, 
legislative  auditors  and  treasury  officials,  among  others.  It  has  issued  a 
number  of  statements  on  accounting  by  governments.  Generally,  its 
recommendations  conform  with  GAAP  with  one  major  exception  — 
PSAAC  is  still  considering  the  issue  of  whether  governments  should 
record  and  depreciate  capital  assets. 


Information  needs  to  be  When  the  government  speaks  of  the  deficit,  it  is  usually  referring  to  only 
more  comprehensive       the  deficit  of  the  General  Revenue  Fund  (GRF).  However,  a  number  of 

government  transactions,  such  as  those  made  by  most  government-owned 
and  controlled  agencies  and  funds,  are  outside  of  the  GRF.  We  need  to 
speak  of  the  consolidated  deficit  that  includes  all  government  activities. 
The  consolidated  deficit  is  a  higher,  but  a  more  accurate  and 
comprehensive,  number. 

Information  not  timely    Financial  information  should  be  issued  in  a  more  timely  manner.  The 

Provincial  Accounts'  are  issued  approximately  nine  months  after  the  fiscal 
year  end.  They  are  not  accompanied  by  a  report  which  compares  actual 
consolidated  results  to  what  was  planned  and  budgeted,  and  which 
explains  them  in  simple,  easy-to-understand  terms.  Neither  does  the 
government  issue  interim  consolidated  financial  reports  on  a  regular  basis. 

GAAP  not  consistently    Generally  Accepted  Accounting  Principles  (GAAP)  are  not  used 
used  in  some  important  areas.  Exceptions  to  GAAP  can  result  in  incomplete 

information.  For  example,  the  unfunded  liability  for  pensions  is  not 
recorded.  In  fact,  many  of  the  exceptions  to  GAAP  result  in  'bad  news' 
being  deferred.  If  recommended  changes  in  accounting  were  adopted,  the 
net  debt  would  more  than  double  to  approximately  $1 1,000  million. 


3.  Management  control  and  accountability  systems  should  be  more  effective. 


No  apparent 
overall  plan 


Review  fiscal 
accountability 


Financial  reporting  through  the  periodic  preparation  of  financial 
statements  is  only  part  of  the  accountability  process.  To  be  effective, 
financial  statements  must  operate  in  concert  with  an  organization's  goals 
and  objectives.  In  this  framework,  financial  reports  can  provide  regular 
feedback  on  the  results  of  the  organization's  efforts  and  more  effective 
reporting  to  Albertans  and  the  Legislature. 

One  of  the  Commission's  most  significant  concerns  is  the  provincial 
government's  apparent  lack  of  an  overall  plan.  Such  plans  may  exist  in 
part,  but  need  to  be  drawn  together  in  total.  By  establishing  long-term 
goals  and  relevant  program  objectives,  and  then  developing  the  required 
budgets  and  financial  reporting  systems,  performance  can  be  measured 
against  the  plan. 

The  Commission  suggests  that  the  government  review  its  procedures  to 
ensure  fiscal  accountability  to  Albertans  and  to  the  Legislature.  The 
government  should  demand  fiscal  responsibility  and  accountability  from 
all  entities  supported  by  government  funding.  The  fiscal  arm  of  the 
government  should  be  appropriately  involved  in  key  financial  decisions  of 
certain  funds  and  agencies  that  are  currently  run  semi-autonomously. 
Senior  financial  officers  need  to  have  more  input  into  the  decision-making 
process. 
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4,  Proliferation  of  agencies  and  funds  can  create  confusion  and  reduce  control 


The  Commission  has  identified  over  150  government-owned  or  controlled 
agencies,  funds,  boards  and  corporations.  Many  of  these  do  business  with 
each  other,  lending  and  borrowing  funds  or  providing  grants  which  are 
recorded  as  expenditures  in  one  and  revenue  in  the  other.  The  number  of 
these  'interfund  transactions'  can  create  confusion  and  makes  it  difficult  to 
analyze  the  province's  overall  financial  situation. 

Mandates  expand         It  is  questionable  whether  the  existing  number  of  agencies  and  funds  is 
necessary.  There  is  a  strong  tendency  to  create  a  new  special  agency  in 
response  to  each  new  need.  Once  established,  some  continue  indefinitely 
by  expanding  beyond  their  original  mandate,  long  after  demand  for  their 
services  has  effectively  ceased.  The  proliferation  of  these  organizations 
results  in  increased  administration  costs  for  the  province  and  the  possible 
use  of  funds  without  regard  to  government- wide  priorities. 

Many  are  quite  A  few  of  these  organizations  are  quite  large.  They  can  have  complex 

autonomous  organizational  structures  and  tend  to  be  quite  autonomous,  without  strong 

reporting  controls.  For  example,  most  of  the  revenues  from  the  Lottery 
Fund  are  distributed  without  input  from  the  Treasury  Department  or 
approval  by  the  Legislature. 

Heritage  Fund  creates    The  existence  of  the  Alberta  Savings  Heritage  Trust  Fund  tends  to  create 
false  sense  of  security     SL  false  sense  of  security  among  Albertans.  Since  the  government's  level  of 
debt  exceeds  the  assets  in  the  Fund,  it  can  be  said  that  there  really  is 
effectively  no  Heritage  Fund.  This  does  not  imply  that  it  should 
necessarily  be  liquidated,  but  rather  that  the  Fund  should  be  viewed  as  part 
of  the  consolidated  entity. 


5.  Loans,  guarantees  and  investments  create  risk. 

Over  the  years,  the  government  has  made  a  series  of  investments,  loans 
and  guarantees  for  a  variety  of  public  policy  reasons.  In  fact,  since  1985, 
the  Alberta  Government  has  accelerated  its  program  of  using  loans, 
guarantees  and  investments  as  an  economic  diversification  instrument  as 
well  as  to  support  core  industries  that  have  been  in  financial  difficulty.  As 
of  March  31,  1992,  the  government  had  outstanding  loans,  guarantees  and 
investments  in  the  amount  of  $12,210  miUion,  compared  to  $7,070  million 
in  1981-82. 

High  risk  The  energy,  forestry  and  agricultural  industries  have  been  recipients  of 

many  of  the  transactions.  These  are  cyclical  industries  that  are  exposed  to 
volatile  markets.  The  government  has  also  been  active  in  the  high  tech 
industry  which  also  can  be  very  risky. 

The  high  degree  of  risk  is  illustrated  by  the  fact  that  the  government  has 
written  off  or  provided  for  $2,100  million  in  loans  and  guarantees  since 
1985.  In  fact,  10  transactions  account  for  over  80  percent  of  this  write-off. 
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Lack  of  adequate  debate  Guarantees  (which  are  all  provided  for  by  statute)  are  approved  by  a 

minister  or  by  Cabinet  and  are  not  normally  debated  in  the  Legislature. 
Many  of  the  loans  and  investments  are  or  may  be  debated  in  the 
Legislature,  but  normally  after  the  fact,  and  in  the  case  of  commercial 
loans  and  investments  made  by  the  Heritage  Fund,  they  are  never  debated 
or  considered  by  the  Legislature  in  advance  of  the  transaction;  they  are 
approved  by  Cabinet.  In  addition,  the  Commission  is  also  concerned  that 
the  monitoring  of  loans,  guarantees  and  investments  is  not  consistent  from 
one  department  or  agency  to  another. 


Concessionary  terms      The  government  occasionally  provides  loans  with  concessionary 

not  accounted  for         terms  such  as  below-market  interest  rates.  The  government's  financial 

statements  do  not  account  for  these  benefits,  thus  overstating  the  value  of 

these  assets. 


Some  loans  receivable     Certain  loans  made  by  the  province  will  only  be  repaid  if  the  province 
are  not  loans  makes  grants  in  the  future.  These  loans  receivable  are  not  really  assets  but 

expenditures;  however,  they  are  recorded  as  assets. 


The  Commission 's  Recommendations 


Many  of  the  recommendations  we  are  making  have  already  been  made  by 
others,  including  the  Auditor  General  in  his  most  recent  report,  most  of 
which  the  Premier  has  publicly  undertaken  to  adopt  on  a  timely  basis. 

Our  recommendations  should  not  be  viewed  as  criticism  of  past  practices 
but  as  an  opportunity  to  carry  out  change  to  cope  with  a  much  different 
financial  and  economic  reality.  Any  structure  that  has  evolved  over  time 
and  during  periods  of  prosperity  is  a  prime  candidate  for  change.  This  is 
an  opportune  time  for  government,  as  business  has  found,  to  restructure  its 
organization  and  procedures  in  order  to  meet  the  challenge  of  radical 
changes  to  revenues  and  expenditures. 


THE  TIME  FOR  CHANGE  IS  NOW.  The  Commission 
recommends  that  the  provincial  government,  with 
Albertans'  support,  implement  the  following  actions: 


1.  Match  spending       •         Develop  and  adopt  a  workable  and  enforceable  fiscal  plan 
with  revenue  first  to  balance  revenue  and  spending  in  a  way  that  eliminates 

overspending  on  a  sustainable  basis,  and,  second,  in  the  longer  term,  to 

generate  a  surplus  to  eliminate  the  net  debt. 


*  Note:  more  detailed  and  comprehensive  recommendations  are  contained  in  the 
Commission's  detailed  report 
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•  Provide  sufficient  and  timely  information  so  that  Albertans  can 
understand  and  support  the  need  for  change.  Albertans  should  encourage 
the  government  to  address  our  financial  problems  and  be  prepared  to 
accept  solutions  that  may  result  in  reduced  services  or  increased  taxes  or 
both. 

•  Downsize  the  entire  government  infrastructure,  at  the  same  time, 
considering  the  full  impact  of  any  action.  For  example,  a  reduction  in 
some  programs  may  result  in  an  increase  in  defaulted  loans. 

•  Develop  budget  estimates  for  revenues  and  expenditures  on  the 
basis  of  realistic  and  conservative  assumptions. 

2.  Management  control  •        Develop,  with  the  help  of  external  expertise,  a  management  control 
structure  for  all  departments  and  government-owned,  funded  and 
controlled  corporations,  funds,  boards  and  agencies  (including  those  with 
50  percent  ownership  or  more  and  all  educational  and  health  care 
institutions).  This  structure  should  require  the  setting  of  goals  for  financial 
results,  productivity  and  the  protection  of  assets,  and  the  measurement  of 
actual  performance  against  these  goals. 

•  Develop  an  administrative  arm  of  the  government,  headed  by  a 
'Chief  Administrative  Officer'  (CAO),  to  coordinate  all  government 
administrative  activities,  in  particular,  the  operation  of  the  management 
control  structure.  The  CAO  should  be  appointed  for  a  fixed  term  of  no  less 
than  three  years. 

•  Provide  greater  technical  and  financial  input  to  the  Agenda  and 
Priorities  Committee  by  reverting  to  the  previous  practice  of  having  a 
senior  government  official  as  a  member  of  the  committee.  This  would  be 
an  appropriate  role  for  the  CAO. 

•  Assure  that  there  is  clear  delineation  between  ministers  and  their 
deputies,  whereby  ministers  are  responsible  for  making  policy  and  deputy 
ministers  assume  more  responsibility  for  reporting  on  the  implementation 
of  policy,  including  compliance  with  the  goals  and  measures  established 
for  the  government  as  a  whole. 

5.  Agencies  and  funds     •         Ensure  that  agencies  and  funds  fill  a  role  in  achieving  provincial 
goals.  If  they  do  not  serve  a  purpose  in  the  plan,  they  should  be  sold  or 
wound  up.  Where  duplication  exists,  they  can  be  merged.  Where  they  are 
to  continue,  establish  clear  controls  and  accountability. 

•  Transfer  the  investments  of  the  Alberta  Heritage  Savings  Trust 
Fund  into  the  provincial  government's  main  fund,  the  GRF.  The 
investments  can  be  soundly  managed  without  a  separate  fund  by  Treasury 
as  part  of  the  management  of  other  provincial  funds. 

•  Include  all  the  revenues  which  the  province  receives  from  the 
Lottery  Fund  in  the  consolidated  budget  and  distribute  them  according  to 
the  priorities  established  in  the  consolidated  budget. 
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•  Before  establishing  any  new  agencies  or  funds,  assess  other 
methods  of  achieving  government  goals  with  input  from  various 
stakeholders.  Agencies  or  funds  should  meet  stringent  justification 
requirements,  be  reviewed  regularly,  and  provisions  made  for  sunset 
clauses. 

•  When  agencies  or  funds  must  continue,  make  appointments  to  the 
managing  boards  with  the  assistance  of  the  Public  Service  Commission 
with  emphasis  on  the  required  skills  and  experience. 

•  Consider  the  objectives  and  mandates  of  the  financial  institutions 
controlled  by  the  province  so  that  duplication,  if  any,  can  be  eliminated.  In 
addition,  services  offered  should  be  reviewed  to  ensure  that  the  institutions 
are  competitive  in  meeting  the  needs  of  customers.  Legislation  should  be 
amended  where  necessary  to  include  advisory  boards  and  audit 
committees. 

•  Participate  as  a  trustee  of  pension  investment  funds  where  the 
province  assumes  liability  for  shortfalls. 

4.  Loans  &  guarantees    •         De-emphasize  the  use  of  loans  and  guarantees  as  instruments  of 
public  policy. 

•  Where  they  must  be  given,  authorize  in  a  consistent  manner  all 
significant  loans,  investments  and  guarantees.  Such  transactions  should  be 
approved  either  by  the  Legislature  or  by  an  all-party  investment  committee 
of  the  Legislature.  In  evaluating  loans  and  guarantees,  the  government 
must  consider  the  risk,  security  available,  period  of  repayment  and  ways  to 
minimize  losses  should  circumstances  deteriorate. 


5.  Accounting  &  •         Develop  a  financial  management  reporting  system  that  will 

reporting  compare  actual  results  with  the  budget  at  an  early  stage,  allowing  program 

adjustments  to  keep  spending  within  budget. 

•  Establish  a  dual  reporting  relationship  for  the  senior  financial 
officers  in  each  department,  government-owned  and  controlled 
corporation,  fund,  board  or  agency  so  that  they  have  a  responsibility  both 
to  the  Treasury  Department  as  well  as  to  their  own  organization. 

•  Prepare  the  financial  statements  and  budget  on  a  consolidated  basis 
to  include  the  General  Revenue  Fund  and  all  other  government  funds, 
agencies  and  corporations.  These  statements  and  budgets  should  be 
prepared  in  accordance  with  GAAP  (with  the  possible  exception  of 
capitalizing  capital  expenditures  and  recording  depreciation,  pending  a 
pronouncement  from  PSAAC).  This  would  require,  among  other  things, 
that  unfunded  pension  liabilities  and  vacation  pay  be  recorded  and  that  the 
recent  PSAAC  pronouncement  to  recognize  concessionary  loans  and  inter- 
agency loans  and  grants  be  adopted.  Related  changes,  excluding  the 
capitalization  of  capital  assets,  would  approximately  double  the  forecast 
net  consolidated  debt  at  March  31,  1993. 
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•  Undertake  a  study  to  determine  how  the  province's  capital  assets 
should  be  recorded  and  valued. 

•  Provide  additional  information  in  the  financial  statements  and 
budget  about  the  risk  of  loss  related  to  loans,  guarantees  and  investments, 
and  take  a  more  conservative  approach  in  valuing  them. 

•  Issue  annual  consolidated  financial  statements,  with  an 
accompanying  easy-to-understand  explanation,  on  a  timely  basis  (90-120 
days  after  the  fiscal  year  end)  and  interim  consolidated  reports  on  a  semi- 
annual or  quarterly  basis. 


In  conclusion 

The  Alberta  Financial  Review  Commission  wishes  to  express  its 
appreciation  for  having  the  opportunity  to  comment  on  the  serious  deficit 
and  debt  problems  facing  Albertans. 

We  hope  that  this  report  will  enable  Albertans  to  gain  a  more  complete 
understanding  of  the  issues  facing  us  all.  We  urge  Albertans  to  support  the 
proposals  contained  in  this  report. 

We  sincerely  hope  that,  in  response  to  this  report,  the  government  will 
promptly  initiate  a  program  and  develop  an  effective  infrastructure  to 
resolve  these  problems. 


And  finally: 


6.  Follow  up  •         Charge  the  Audit  Committee,  established  under  the  Auditor 

General's  Act,  with  the  responsibility  of  monitoring  and  reporting  to 
Albertans  on  a  yearly  basis  the  government's  progress  in  implementing 
these  recommendations.  The  Auditor  General  would  be  requested  to  assist 
in  this  responsibility. 
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